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 A B S T R A C T  
The main role of a bank is to collect funds from those who have surplus funds and distribute 
them to those who have a shortage of funds with the purpose to make benefit from such 
activity. However, this activity would bring problem when the bank is underfunded or 
experiencing financial distress due to the customers’ inability to repay the funds. This 
study aims to test whether the ratio of non-performing loans (NPL), Loan to Deposit Ratio 
(LDR), Good Corporate Governance (GCG), and Return on Assets (ROA), Net Interest 
Margin (NIM) and the Capital Adequacy Ratio (CAR) can be used to predict financial 
distress in Foreign Exchange Banking Firms in the period 2009-2012. The initial samples 
in this study are 35 Foreign Exchange Banks, but there are only 16 Foreign Exchange 
Banks that meet the criteria. The sampling technique used is purposive sampling method 
and the data used in this study is a secondary data by looking at the financial statements 
and the related statements of GCG of the Banks. The test equipment used to test the hypo-
thesis is logistic regression. These results indicate that the ratio of ROA and NIM can be 
used to predict financial distress in Foreign Exchange Banks because ROA and NIM have 
significance value below 0.05 (5%). While the ratio of NPL, LDR, GCG and CAR cannot 
be used to predict financial distress in Foreign Exchange Banks because NPL, LDR, GCG, 
and CAR have significance value above 0.05 (5%). 
 
  A B S T R A K  
Peran utama bank adalah mengumpulkan dana dari pihak yang memiliki kelebihan dana 
dan mendistribusikannya ke pihak yang kekurangan dana dengan tujuan untuk mempe-
roleh keuntungan. Namun, kegiatan ini akan menimbulkan masalah ketika bank keku-
rangan dana atau mengalami kesulitan keuangan yang disebabkan oleh ketidakmampuan 
pelanggan untuk mengembalikan dana. Penelitian ini bertujuan untuk menguji apakah 
rasio kredit bermasalah (NPL), Loan to Deposit Ratio (LDR), Good Corporate Gover-
nance (GCG), dan Return on Asset (ROA), Net Interest Margin (NIM) dan Rasio Ke-
cukupan Modal (CAR) dapat digunakan untuk memprediksi kondisi kesulitan keuangan 
Bank Devisa pada periode 2009-2012. Sampel awal dalam penelitian ini adalah 35 Bank 
Devisa, tetapi hanya ada 16 Efek Bank Devisa yang memenuhi kriteria. Teknik sampling 
yang digunakan adalah metode purposive sampling dan data yang digunakan dalam 
penelitian ini adalah data sekunder dengan melihat laporan keuangan serta laporan 
GCG dari Bank. Alat uji yang digunakan untuk menguji hipotesis adalah regresi logis-
tik. Hasilnya menunjukkan bahwa rasio ROA dan NIM dapat digunakan untuk mem-
prediksi kondisi kesulitan keuangan Bank Devisa karena ROA dan NIM memiliki nilai 
signifikansi di bawah 0,05 (5%). Sedangkan rasio NPL, LDR, GCG dan CAR tidak 
dapat digunakan untuk memprediksi kesulitan keuangan Bank Devisa karena NPL, 
LDR, GCG, dan CAR memiliki nilai signifikansi di atas 0,05 (5%). 
 
 
 
1. INTRODUCTION 
The sector of economy is one of the most important 
sectors in building a country to be a better and even 
developed country. This is true because the sector 
of economy is closely linked to financial sector. In 
this case, there are a lot of established financial in-
stitutions, one of them is banking financial institu-
tion, or the so-called bank. Banking financial insti-
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tutions have an important role in the economic 
growth of a country, including Indonesia. 
Banking firms have various service products 
provided to customers. The services offered can be 
used by both small and large companies, govern-
ment agencies, private organizations, and even 
individuals, where all of them deposit their funds 
in the banks. Banking even has a function as an 
intermediary between those who have surplus 
funds and those with a shortage of funds. There-
fore, banks must have confidence in the community 
as a major factor in doing the business. 
The public confidence in the banking firms shall 
be maintained well, otherwise, they may lose cus-
tomers that could adversely affect the company's 
financial balance. The skepticism of customers to the 
banks is quite reasonable, because they are worried 
about losing their money due to the bankruptcy in 
that may suddenly occur in the future. For the antic-
ipation of the adverse events, it is required an analy-
sis model that can predict the possibility of bank-
ruptcy in the company in the future. Luciana Spica 
Almilia and Emanuel Kristijadi (2003) stated that 
financial distress occurs before the bankruptcy. 
Therefore, financial distress models need to be de-
veloped as an early warning for the occurrence of 
financial distress condition in a company, so that 
several measures could be taken to anticipate the 
conditions that may lead to bankruptcy. 
The latest regulation of Bank Indonesia has ex-
plained the new phenomenon in assessing the health 
of the banking firms in Indonesia. Circular number 
6/23/DPNP dated May 31, 2004 explains that the 
level of health of Banking Firms is measured 
through the factors of capital, assets quality, man-
agement, earnings, liquidity, and sensitivity to mar-
ket risk, commonly known as CAMELS. In 2012, 
Bank Indonesia issued a new regulation, Bank Indo-
nesia Regulation No. 13/1/PBI/2011 dated October 
25, 2011, which states that Bank is required to assess 
the level of health condition of the Bank individually 
by using Risk-based Bank Rating. This Risk-based 
Bank Rating includes an assessment of the factors of 
risk profile, good corporate governance (GCG), earn-
ings, and capital. Where these factors may assess or 
generate the composite rating of the Bank’s health. 
This study uses analysis of the factors of Risk 
Profile, Good Corporate Governance, Earnings and 
Capital. In Risk Profile, the factors that can be 
measured using financial ratios are loans risk and 
liquidity risk, in which Non-Performing Loan 
(NPL) represents credit risk while liquidity risk is 
represented by Loan to Deposit Ratio (LDR). Good 
corporate governance factor can be measured by 
looking at the value of good corporate governance 
in the form of a composite value that has been pub-
lished by the banking firm concerned. Earnings 
factor can be measured by using financial ratios of 
Return on Asset (ROA) and Net Interest Margin 
(NIM). Capital factor can be measured by using 
financial ratios of Capital Adequacy Ratio (CAR). 
Referring to the background and descriptions 
above, this research attempts to predict financial 
distress in foreign exchange banking firms using 
risk analysis, GCG, earnings, and capital. 
 
2. THEORETICAL FRAMEWORK AND HYPO-
THESIS 
Signaling Theory 
Signaling theory is a theory about the information 
provided by the company with its performance in the 
future that can be trusted by the market. Good com-
pany will give good information (signal) to the mar-
ket, so that the market will be able to assess the quali-
ty of the company (Bestari and Rohman 2013). Ac-
cording to Bestari and Rohman (2013), signaling 
theory is an explanation of the information asymme-
try. Information asymmetry occurs because the man-
agement party has more information about the com-
pany's prospects. To avoid asymmetry of information, 
the company must provide information as a signal to 
investors. This is because the investors always need 
symmetric information as a monitoring in the invest-
ment of the funds in a company, so it is very impor-
tant for the company to provide information of each 
account on the financial statements, in which the in-
formation will become a signal to be communicated to 
investors and prospective investors. 
 
Types of Financial Statements 
Financial statements have various types of informa-
tion. According to Ruth and Armas (2012), bank’s 
financial statements consist of: 
1. Balance 
2. Report of commitment and contingencies  
3. Profit and loss calculation 
4. Statement of changes in financial position 
5. Notes to the financial statements 
 
Assessment of Bank Health 
According to the Circular Letter of Bank Indonesia 
No. 13/24/DPNP/2011, the levels of Bank’s health 
can be measured by the following methods: Risk 
Profile, Good Corporate Governance (GCG), earn-
ings, and Capital. These methods can produce a 
composite rating for the level of the Bank’s health. 
The component of risk profile, Good Corporate 
Governance (GCG), earnings, and Capital includes 
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the followings: 
1. Risk profile consists of: 
2. Loan Risk 
3. Market Risk 
4. Liquidity Risk 
5. Operational Risk 
6. Legal Risk 
7. Strategic Risk 
8. Compliance Risk 
9. Reputation Risk 
Good Corporate Governance (GCG) consists of: 
1. The implementation of duties and responsibili-
ties of the Board of Commissioners 
2. The implementation of duties and responsibili-
ties of the Board of Directors 
3. The completion and implementation of the 
Committee’s duties 
4. The handling of conflicts of interest 
5. The implementation of compliance function 
6. The implementation of internal audit function 
7. The implementation of external audit function 
8. The implementation of risk management in-
cluding the internal control system 
9. The provision of funds to the related parties 
and the provision of large exposures 
10. The transparency of financial and non-financial 
condition of the Bank, GCG implementation 
report, and internal reporting 
11. Bank’s strategic plan. 
Profitability (Earnings) consists of: 
1. Return On Asset (ROA) 
2. Net Interest Margin (NIM) 
Capital consists of: 
1. Capital Adequacy Ratio (CAR) 
 
Definition of Financial Distress 
Financial distress is early symptoms before the oc-
currence of a bankruptcy of the company. Yuanita 
(2012) stated that financial distress occurs before 
the bankruptcy, and financial distress is a situation 
where the respective company is facing financial 
problems. Financial distress is a general term used 
to describe a situation where there is a failure, the 
inability to pay off debt, the negative financial per-
formance, liquidity problems, and default. Research 
conducted by Almilia (2004) defined financial dis-
tress as a condition where the company is expe-
riencing delisted due to the negative net income 
and book value of equity in a row and the company 
has been in the merger. 
 
The Effect of Risk on Banking Financial Distress 
Risk variable in this study is using loan risk and 
liquidity risk. Loan risk is represented by Non-
Performing Loan (NPL) and Liquidity Risk is 
represented by Loan to Deposit Ratio (LDR). 
 
Non-Performing Loan (NPL) 
Non-Performing Loan (NPL) is a condition in 
which there is a problem in the loan such as bad 
loan, substandard loan, and doubtful loan. The 
high level of Non-Performing Loan (NPL) will 
make the quality of the bank loan to be bad and 
thus resulting in the high level of the number of 
bad loan, substandard loan and doubtful loan. The 
higher ratio of non-performing loan (NPL) will 
cause financial disruption in the banking company, 
so if non-performing loan (NPL) is getting greater, 
it will have positive effect on the financial distress. 
This conclusion is supported by the research 
conducted by Almilia and Herdiningtyas (2006) 
which states that Non-Performing Loan (NPL) ratio 
has a positive effect on financial distress. The re-
searcher found that the more funds issued by the 
Bank to the debtor in the provision of credit, the 
more debtors who cannot repay the funds they 
have borrowed in accordance with the predeter-
mined time. Thus these circumstances could ad-
versely affect the financial balance of the banking 
company. This conclusion is also supported by re-
search conducted by Nugroho (2012) which states 
that the ratio of non-performing loan (NPL) has 
positive effect on financial distress. This is based on 
the premise that the banking companies experienc-
ing NPL will make the Bank incur huge costs, ei-
ther provisioning costs of productive assets or other 
costs resulting in potential bank losses. 
Based on these descriptions, the hypothesis can 
be formulated as follows: 
Hypothesis 1: NPL can be used to predict financial 
distress. 
 
Loan to Deposit Rasio (LDR) 
According to Dendawijaya (2005: 118), Loan to De-
posit Ratio (LDR) states the extent of the bank's 
ability to repay the withdrawal of funds by deposi-
tors by relying on loans as the source of its liquidi-
ty. In other words, the extent to which the provi-
sion of credit to credit customers can offset the ob-
ligations of the bank to immediately meet the de-
mands of depositors who want to withdraw their 
money which has been used by the bank. So, if the 
Loan to Deposit Ratio (LDR) is getting greater, it 
will have positive effect on the financial distress. 
This conclusion is supported by the research con-
ducted by Bestari and Rohman (2013) which states 
that the Loan to Deposit Ratio has positive effect on 
financial distress. 
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This is based on the premise that the LDR will 
affect the profitability of banks in an effort to earn 
interest on loans, so that the greater the outstand-
ing loans will increase banks' income. However, in 
reality, the loans given are too high and eventually 
disrupt bank’s liquidity. This conclusion is also 
supported by the research conducted by Nugroho 
(2012) which states that Loan to Deposit Ratio has 
positive effect on financial distress. This is because 
the amount of loans provided by the bank is rela-
tively low, while the amount of funds raised by 
bank is relatively high. This condition makes the 
interest costs incurred are relatively higher than the 
interest income so that the probability of bank’s 
bankruptcy is high. 
Based on the above description, the hypothesis 
can be formulated as follows: 
Hypothesis 2: LDR can be used to predict financial 
distress. 
 
The effect of Good Corporate Governance on 
Banking Financial Distress 
Corporate Governance has no standardized defini-
tion or meaning because corporate governance is 
basically a form of structure, system, and a set of 
rules existing in the company. Good Corporate 
Governance was made with the aim to regulate the 
relationship among the shareholders, the board of 
commissioners, and board of directors for the 
achievement of company objectives. Good Corpo-
rate Governance (GCG) was made to prevent the 
occurrence of major errors in the company's strate-
gy and to ensure that if an error occurs, it can be 
corrected immediately. If the Good Corporate Go-
vernance (GCG) is getting better, it will have nega-
tive effect on the financial distress. This conclusion 
is supported by the research conducted by Hanifa 
and Purwanto (2013) which shows that good corpo-
rate governance (GCG), in the form of members of 
the board of directors, managerial ownership, and 
institutional ownership, has negative effect on the 
financial distress. This is based on the premise that 
the increasing number of the members of the board 
of directors, managerial ownership and institution-
al ownership will be able to handle problems such 
as agency cost, Asymmetric Information and cause 
the interest alignment. This conclusion is not sup-
ported by the research conducted by Wardani 
(2006) which shows that good corporate Gover-
nance, in the form of members of the board of di-
rectors, has positive effect on the financial distress. 
This is based on the premise that the greater the 
number of members of the board of directors will 
even exacerbate the problems of coordination and 
communication so that the company cannot take 
the right decisions to save the company quickly. 
Based on the above description, the hypothesis 
can be formulated as follows: 
Hypothesis 3: GCG can be used to predict financial 
distress. 
 
The Effect of Earnings on Banking Financial Dis-
tress 
The variables of earnings in this study are using 
financial ratios such as Return on Assets (ROA) and 
Net Interest Margin (NIM). 
 
Return on Assets (ROA) 
Dendawijaya (2005: 118) states that Return on As-
sets (ROA) is a ratio used to measure the ability of 
bank management in obtaining profit (profit before 
tax) as a whole. The greater the Return on Assets 
(ROA) of a bank is, the greater the level of the 
bank's profits achieved and the better the bank's 
position in terms of the use of the asset. So if the 
Return on Assets (ROA) is getting greater, it has 
negative effect on the financial distress. 
This conclusion is supported by the research 
conducted by Almilia and Herdiningtyas (2006) 
which states that the ratio of Return on Assets 
(ROA) has a negative effect on the financial dis-
tress. The researcher assumes that the high profits 
(earnings before tax) can be used to overcome the 
problems of the Banking Firm, such as temporarily 
closing loss caused by the non-performing loans. 
This conclusion is also supported by research 
conducted by Nugroho (2012) which states that the 
ratio of Return on Assets (ROA) has a negative ef-
fect on the financial distress. This is based on the 
premise that the Bank's assets which are usually too 
high to be allocated on a loan can be well controlled 
by the Bank and the capital owned by the Bank can 
be improved, thus the possibility of failure expe-
rienced by the banking company to be small. 
Based on the above description, the hypothesis 
can be formulated as follows: 
Hypothesis 4: ROA can be used to predict financial 
distress. 
 
Net Interest Margin (NIM) 
Net Interest Margin (NIM) is a ratio used to meas-
ure the ability of the banks to generate net interest 
income from earning assets. The greater the ratio of 
Net Interest Margin (NIM), the higher the interest 
income from earning assets managed by the bank. 
Therefore, if the Net Interest Margin (NIM) is get-
ting greater, it has negative effect on the financial 
distress. This conclusion is supported by research 
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Almilia and Herdiningtyas (2006) which states ratio 
Net Interest Margin (NIM) have a negative effect on 
financial distress. 
The researcher argued that the increase of 
earning assets in the form of current credit would 
also increase the net interest income received by the 
Bank. With the increase of funds, in the form of net 
interest income, the bank will be free of financial 
disruption. This conclusion is also supported by the 
research conducted by Nugroho (2012) which states 
that the ratio of Net Interest Margin (NIM) has 
negative effect on the financial distress. The re-
searcher assumed that the net interest income from 
earning assets is being increased because this net 
interest income is not only received from loans but 
also from other activities such as securities, gov-
ernment bonds and investments. 
Based on the above description, the hypothesis 
can be formulated as follows: 
Hypothesis 5: NIM can be used to predict financial 
distress. 
 
The Effect of Capital on Banking Financial Dis-
tress 
The variable of capital is the financial ratio in the 
form of Capital Adequacy Ratio (CAR). According 
to Dendawijaya (2005: 121), Capital Adequacy Ra-
tio (CAR) is a ratio that shows how much of the 
total assets of the bank, containing the risks of 
loans, investments, securities and bills on other 
banks, that are also financed from its own capital, 
such as public funds, loans (debt) and others. So if 
the Capital Adequacy Ratio (CAR) is getting great-
er, it has negative effect on the financial distress. 
This conclusion is supported by the research con-
ducted by Bestari and Rohman (2013) which states 
that Capital Adequacy Ratio (CAR) has a negative 
effect on financial distress. 
This happens because the banks, which are hav-
ing problems, are recommended by Bank Indonesia 
to conduct mergers or acquisitions so that the addi-
tional capital will be greater. This conclusion is also 
supported by the research conducted by Nugroho 
(2012) which states that the ratio of Capital Adequa-
cy Ratio (CAR) has negative effect on the financial 
distress. This is based on the premise that the all 
Banks have met the conditions set by Bank Indone-
sia, which is every bank must have a minimum CAR 
of 8%. This rule is based on the conditions set by 
Bank for International Settlements (BIS). 
Based on these descriptions, the hypothesis can 
be formulated as follows: 
Hypothesis 6: CAR can be used to predict financial 
distress 
Based on the descriptions that have been ex-
plained between independent variables and de-
pendent variable, the framework of this study is 
shown in Figure 1. 
  
3. RESEARCH METHOD 
Research Design 
This study is using secondary data type, in which 
the secondary data is the data of annual financial 
statements that have been issued and published by 
Foreign Exchange Banking Company in the period 
2009-2012. The source of data is obtained from the 
official website of Bank Indonesia, namely 
www.bi.go.id and the official website of the Indo-
nesia Stock Exchange, namely www.idx.co.id. Ac-
cording to Jonathan Sarwono (2006: 123), secondary 
data is the data that is already available, so we just 
find and collect. 
According to Noor (2011: 38), quantitative re-
search is a method to test specific theories by ex-
amining the relationship between variables. These 
variables can be measured using research instru-
ments so that the data, consisting of numbers, can be 
analyzed based on statistical procedures. This study 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 1 
Research Framework 
NPL 
LDR 
GCG 
ROA 
NIM 
CAR 
Financial Distress 
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is a quantitative study using the financial statements 
of Foreign Exchange Banking Firms in Indonesia. 
 
Variable Identification 
The variables used in this study are dependent va-
riable and independent variables. 
The dependent variable of this study is: 
Y = Financial Distress 
The independent variables of this study are: 
X1 = NPL 
X2 = LDR 
X3 = GCG 
X4 = ROA 
X5 = NIM 
X6 = CAR 
 
Operational Definition and Variables Measure-
ment 
Dependent Variable (Y) 
Dependent variable is the variable, which is af-
fected by the independent variables. The dependent 
variable in this study is financial distress. The con-
ditions of banking companies that are experiencing 
financial distress will be grouped with code 1 (one) 
and the condition of banking companies that are 
not experiencing financial distress will be grouped 
with code 0 (zero). To determine the criteria for 
banking companies that are experiencing financial 
distress, this study refers to the research conducted 
by Zaki et al. (2011). According to Zaki et al. (2011), 
the criteria of banking companies that are expe-
riencing financial distress are: 
If the changes in the values of equity, ROA, 
and NIM in the banking firm are below or equal to 
the median value of all observations, this means 
that the banking firm is experiencing financial dis-
tress and is given a code 1. 
If the changes in the values of equity, ROA, 
and NIM in the banking firms above the median 
value of all observations, this means that the bank-
ing firm is not experiencing financial distress and is 
given a code 0. 
 
Independent Variable (X) 
The independent variable in this study is in the 
form of financial ratio. This financial ratio is used to 
measure risk analysis, GCG, Earning, and Capital. 
The financial ratio consists of: 
 
Risk Profile 
Non-Performing Loan (NPL) 
This ratio shows the ability of bank management in 
managing non-performing loans granted by banks. 
The higher this ratio, the worse the quality of bank 
loans that leads to the greater number of non-
performing loans, so that the possibility of the bank 
to experience problematic condition is getting 
greatter. This ratio is formulated, based on the Cir-
cular Letter of Bank Indonesia No. 3/30DPNP 
dated December 14, 2001 in Almilia research and 
Herdaningtyas (2006) as follows: 
𝑁𝑃𝐿 =
𝑁𝑜𝑛𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑖𝑛𝑔  𝐶𝑟𝑒𝑑𝑖𝑡
𝑇𝑜𝑡𝑎𝑙  𝐶𝑟𝑒𝑑𝑖𝑡
× 100%  (1) 
 
Loan to Deposito Rasio (LDR) 
This ratio is used to assess the liquidity of a bank 
by dividing the amount of loans granted by the 
bank to the funds of the third party. The higher this 
ratio, the lower the ability of the bank's liquidity, so 
that the possibility of the bank to experience prob-
lematic condition is greater. This ratio is formu-
lated, based on the Circular Letter of Bank Indone-
sia No. 3/30DPNP dated December 14, 2001 in Al-
milia and Herdaningtyas (2006) as follows: 
𝐿𝐷𝑅 =
𝑇𝑜𝑡𝑎𝑙  𝐶𝑟𝑒𝑑𝑖𝑡
𝑇𝑜𝑡𝑎𝑙  𝐹𝑢𝑛𝑑  𝑜𝑓  𝑡𝑕𝑒 𝑡𝑕𝑖𝑟𝑑  𝑝𝑎𝑟𝑡𝑦
× 100%  (2) 
 
Good Corporate Governance (GCG) 
The Circular Letter of Bank Indonesia No. 
13/24/DPNP/2011 states that the assessment of 
GCG factor is an assessment of the quality of the 
Bank's management in the implementation of good 
corporate governance principles. GCG principles 
and the assessment focus of the implementation of 
good corporate governance principles are based on 
the Regulations of Bank Indonesia regarding the 
implementation of GCG for Commercial Banks by 
observing the business characteristics and complex-
ity of the Bank. In this study the ratio of Good Cor-
porate Governance (GCG) can be seen through a 
composite value that has been attached by the 
company concerned in the its Annual Report or 
GCG report that has been published. 
 
Earnings 
Return on Assets (ROA) 
This ratio is used to measure the ability of the 
bank's management to make a profit (profit before 
tax) resulting from the average total assets of the 
bank concerned. This ratio is formulated, based on 
the Circular Letter of Bank Indonesia No. 
3/30DPNP dated December 14, 2001 in Almilia and 
Herdaningtyas (2006) as follows: 
𝑅𝑂𝐴 =
𝑃𝑟𝑜𝑓𝑖𝑡  𝑏𝑒𝑓𝑜𝑟𝑒  𝑇𝑎𝑥
𝐴𝑣𝑒𝑟𝑎𝑔𝑒  𝑇𝑜𝑡𝑎𝑙  𝐴𝑠𝑠𝑒𝑡𝑠
× 100%  (3) 
 
Net Interest Margin (NIM) 
This ratio is used to measure the ability of bank 
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management in managing its productive assets to 
generate net interest income. This ratio is formu-
lated, based on the Circular Letter of Bank Indone-
sia No. 3/30DPNP dated December 14, 2001 in Al-
milia and Herdaningtyas (2006) as follows: 
𝑁𝐼𝑀 =
𝑁𝑒𝑡  𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡  𝐼𝑛𝑐𝑜𝑚𝑒
𝑃𝑟𝑜𝑑𝑢𝑐𝑡𝑖𝑣𝑒  𝐴𝑠𝑠𝑒𝑡𝑠
× 100%  (4) 
 
Capital 
Capital Adequacy Ratio (CAR) 
Capital Adequacy Ratio (CAR) is a ratio that shows 
how much of the total assets of the bank, containing 
loans risk, investments, securities and bills on other 
banks, that are also financed from its own capital in 
addition to obtaining funds from sources outside 
the bank. This ratio is formulated, based on the 
Circular Letter of Bank Indonesia No. 3/30DPNP 
dated December 14, 2001 in Almilia and Herda-
ningtyas (2006): 
𝐶𝐴𝑅 =
𝐶𝑎𝑝𝑖𝑡𝑎𝑙
𝐴𝑇𝑀𝑅
× 100%  (5) 
 
Population, Sample, and Sampling Technique 
The population of this study is the entire compa-
ny's financial statements of Foreign Exchange 
Banking Firms. The sample in this study is a list of 
the names of Foreign Exchange Banking Firms in 
Indonesia in the period 2009-2012. The sample col-
lection technique in this study is using purposive 
sampling technique. According to Noor (2011: 155), 
purposive sampling is a sampling technique with 
special considerations to obtain decent sample. The 
special considerations for the sampling are: 
1. The Banks that have received an appointment 
letter from Bank Indonesia to be able to con-
duct banking business in foreign currencies. 
2. The Banks that continue to exist and still exist 
from 2009 to 2012. 
3. The Banks that have financial statements with 
the financial year ending on December 31, and 
have been through the audit process. 
4. The Banks that report the composite value as 
the assessment of good corporate governance. 
5. The Banks that do not switch the status of be-
ing the other bank groups. 
 
Data and Data Collection Method 
This study uses secondary data obtained from the 
annual financial statements of Foreign Exchange 
Banking Firms in Indonesia period 2009-2012. 
The method of collecting data uses the method 
of documentation, because the data required and 
collected are the secondary data published by the 
Foreign Exchange Banking Firms in the form of 
financial statements. 
 
Data Analysis Technique 
This study is using hypothesis testing of logistic 
regression because, according to Ghazali (2011: 
333), its dependent variable is in the form of dum-
my variable (non-metric) while its independent 
variable is in the form of a combination of conti-
nuous (metric) and categorical (non-metric). Ac-
cording to Ghazali (2011: 333), the logistic regres-
sion equation can be expressed as follows: 
𝑌 = 𝐿𝑛
𝑝
1−𝑝
= b0 + 𝑏1𝑁𝑃𝐿 + 𝑏2𝐿𝐷𝑅 + 𝑏3𝐺𝐶𝐺 +
𝑏4𝑅𝑂𝐴 + 𝑏5𝑁𝐼𝑀 + 𝑏6𝐶𝐴𝑅 + 𝑒 . (6) 
𝑌 = 𝐿𝑛
𝑝  (𝑁𝑜𝑡  𝑃𝑟𝑜𝑏𝑙𝑒𝑚𝑎𝑡𝑖𝑐 )
1−𝑝  (𝑃𝑟𝑜𝑏𝑙𝑒𝑚𝑎𝑡𝑖𝑐 )
= Financial Distress 
b0 = Constanta 
b1..b6 = Regression Coefficient 
NPL = Non-Performing Loan 
LDR = Loan to Deposit Ratio 
GCG = Good Corporate Governance 
ROA = Return On Assets 
NIM = Net Interest Margin 
CAR = Capital Adequacy Ratio. 
According to Ghozali (2011: 340), in the logistic 
regression some steps must be carried out as fol-
lows: 
1. Assessing Fit Model 
The assessment of Fit Model is used to assess 
whether the model being hypothesized fit to the 
data. The assessment of fit model consists of: 
a. Function of Likelihood 
Likelihood L of the model is the probability that 
the hypothesized model depicts the input data. 
To test the null and alternative hypothesis, L is 
transformed into -2LogL. Statistics -2LogL can 
be used to determine if the independent variable 
is added to the model whether it significantly 
improves the fit model. 
b. Cox and Snell’s R Square and Negelkerke’s R 
Square 
Cox dan Snell’s R Square is a measure that seeks 
to imitate the size of R² on the multiple regres-
sion, which is based on Likelihood estimation 
technique, with a maximum value of less than 1 
(one), so it is difficult to interpret. Nagelkerke's 
R square is a modification of the Cox and Snell 
coefficient to ensure that its value varies from 0  
(zero) until 1 (one). This is done by dividing the 
value of Cox and Snell's R² with its maximum 
value. This model is used to find out how much 
the variability of dependent variable that can be 
explained by the variability of the independent 
variable. 
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c. Hormes and Lemeshow’s Goodness of Fit test 
Hormes and Lemeshow’s Goodness of Fit test is to 
test the null hypothesis that the empirical data 
fits the models. If the statistical value of Hosmer 
and Lemeshow's Goodness of Fit test is equal to 
or less than 0.05, the null hypothesis is rejected, 
which means that there are significant differenc-
es between the models and its observation val-
ue, so goodness fit model is not good because 
the model cannot predict its observation value. 
If the statistical value of Hosmer and Leme-
show's Goodness of Fit test is greater than 0.05, 
the null hypothesis is accepted, which means 
that the model is able to predict its observation 
value or it can be said that the model is accepted 
as a model fits the observation data. 
2. Classification Table 
Classification table 2 × 2 calculates the correct and 
incorrect estimation value. In the column, it shows 
two prediction values of the dependent variable; 
successful (1) and unsuccessful (0). While in the line, 
it shows the actual observation values of the depen-
dent variable; successful (1) and unsuccessful (0). In 
a perfect model, all the cases will be on the diagonal 
with the forecasting accuracy rate of 100%. If the 
logistic model has homoscedastisity, the correct per-
centage will be the same for both rows. 
3. Hypothesis Testing 
This hypothesis analysis testing is conducted to 
determine the effect of independent variables on 
the dependent variable. The hypothesis testing is 
done by comparing the probability value (sig). If 
the significance number is smaller than 0.05, the 
regression coefficient is significant at the level of 
5%, meaning that H0 is rejected and H1 is accepted. 
This indicates that the independent variables signif-
icantly affect the dependent variable. Vice versa, if 
the significance number is greater than 0.05 or 5%, 
this means that H0 is accepted and H1 is rejected. 
This indicates that the independent variable does 
not significantly affect the dependent variable. 
 
4. DATA ANALYSIS AND DISCUSSION 
Descriptive Analysis 
Non-Performing Loan (NPL) 
In Table 1, it shows that the mean value of the NPL 
at the Foreign Exchange Banking Firms experienc-
ing the condition of financial distress is 2.3727, and 
the mean value of NPL in the Foreign Exchange 
Banking Firms experiencing the condition of non 
financial distress is 3.1780. 
Based on the theory, the value of NPL for the 
condition of financial distress should be higher 
than the value of NPL for the condition of non-
financial distress. But based on the result of de-
scriptive test for the mean value, it shows that the 
value of NPL for the condition of non-financial dis-
tress is higher than the value of NPL for the condi-
tion of financial distress. 
 
Loan to Deposit Ratio (LDR) 
In Table 1, it shows that the mean value of LDR in 
Foreign Exchange Banking Firms experiencing the 
condition of financial distress is 82.2200, and the 
mean value of LDR in Foreign Exchange Banking 
Firms experiencing the condition of non financial 
distress is 77.2753. 
Based on the theory, the value of LDR for the 
condition of financial distress is higher than the 
value of LDR for the condition of non-financial 
distress. The result of descriptive test for the mean 
value is in accordance with the theory, indicating 
that the value of LDR for the condition of financial 
distress is higher than the value of LDR for the 
condition of non-financial distress. 
 
Good Corporate Governance (GCG) 
In Table 1, it shows that the mean value of GCG in 
Foreign Exchange Banking Firms experiencing the 
condition financial distress is 1.9113, and the mean 
value of GCG in Foreign Exchange Banking Firms 
experiencing the condition of non financial distress 
is 1.6831. 
Based on the theory, the value of GCG for the 
condition of financial distress is higher than the 
value of GCG for the condition of non-financial 
distress. The result of descriptive test for the mean 
value is in accordance with the theory indicating 
that the value of GCG for the condition of financial 
distress is higher than the value of GCG for the 
condition of non-financial distress. 
 
Return on Asset (ROA) 
In Table 1, it shows that the mean value of ROA in 
Table 1 
Descriptive Analysis Results 
Financial Condition 
Average 
NPL LDR GCG ROA NIM CAR 
Financial Distress (score = 1) 2.3727 82.2200 1.9113 0.9280 4.1520 20.9000 
Non Financial Distress (score = 0) 3.1780 77.2753 1.6831 1.9361 5.4341 16.2369 
Source: Processed Data. 
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Foreign Exchange Banking Firms experiencing the 
condition of financial distress is 0.9280, and the 
mean value of ROA in Foreign Exchange Banking 
Firms experiencing the condition of non-financial 
distress is 1.9361. 
Based on the theoretic, the value of ROA for 
the condition of non-financial distress is higher 
than the value of ROA for the condition of financial 
distress. The result of descriptive test for the mean 
value is in accordance with the theory, indicating 
that the value of ROA for the condition of non-
financial distress is higher than the value of ROA 
for the condition of financial distress. 
 
Net Interest Margin (NIM) 
In Table 1, it shows that the mean value of NIM in 
Foreign Exchange Banking Firms experiencing the 
condition of financial distress is 4.1520, and the 
mean value of NIM in Foreign Exchange Banking 
Firms experiencing the condition of non-financial 
distress is 5.4341. 
Based on the theory, the value of NIM for the 
condition of non-financial distress is higher than 
the value of NIM for the condition of financial dis-
tress. The result of descriptive test for the mean 
value is in accordance with the theory, indicating 
that the value of NIM for the condition of non-
financial distress is higher than the value of NIM 
for the condition of financial distress 
 
Capital Adequacy Ratio (CAR) 
In Table 1, it shows that the mean value of CAR in 
Foreign Exchange Banking Firms experiencing the 
condition of financial distress is 20.9000, and the 
mean value of CAR in Foreign Exchange Banking 
Firms experiencing the condition of non-financial 
distress is 16.2369. 
Based on the theory, the value of CAR for the 
condition of non-financial distress should be higher 
than the value of CAR for the condition of financial 
distress. However, based on the result of descriptive 
test for the mean value, it shows that the value of 
CAR for the condition of financial distress is higher 
than the value of CAR for the condition of nonfinan-
cial distress. This indicates that the proportion of 
assets of the firms experiencing condition of non-
financial distress contains a higher risk than those 
experiencing condition of financial distress. 
 
Analysis Testing of Hypothesis  
Testing Model Overall Fit) 
In Table 2, it shows that the initial value of -2 Log 
Likelihood, without independent variables put into 
the model, is 69.697, and the value after the inde-
pendent variables are put into the model is 35.773. 
These results have proved that the value of -2Log 
Likelihood experienced a reduction from the initial 
model to the final model. Therefore, it can be con-
cluded that the logistic regression model in this 
study fits or in accordance with the data. 
 
Coefficient of Determination (Cox and Snell R 
Square and Nagelkerke R Square) 
In Table 2, it shows that the value of Cox and SnellR 
Square is 0.411 and the value of NagelkerkeR Square 
is 0.620. This explains that the variability of the 
condition of financial distress at Foreign Exchange 
Banking Firms during the period 2009-2012 that can 
be described by the variability of Non Performing 
Loan (NPL), Loan to Deposit Ratio (LDR), Good 
Corporate Governance (GCG), Return on Assets 
(ROA), Net Interest Margin (NIM) and Capital 
Adequacy Ratio (CAR) is 0.620 or 62%, for the re-
maining 38% can be described by other factors 
which not examined. 
 
Testing the Feasibility of the Regression Model 
(Hosmer and Lemeshow’s Goodness of Fit Test) 
In Table 2, it shows that the value of Hosmer and 
Lemeshow's Goodness of Fit Test is generating Chi-
Square value of 3.568 with a significance value of 
0.894. Where this value is greater than 0.05 (5%) 
From these results, it can be concluded that the 
logistic regression model used is feasible to be ana-
lyzed further because this model can predict its 
observation value. 
 
Table of Classification 
In Table 2, it has been known, overall, that the clas-
sification accuracy of the logistic regression model 
in this study is 89.1%. This shows that the logistic 
Table 2 
Results of Model Fit Test 
Test of Model Fit Result 
-2 LogLikelihood  
Block 0 69.697 
Block 1 35.773 
Snell R Square and Nagelkerke R Square  
Cox and Snell R Square 0.411 
Nagelkerke R Square 0.620 
Hosmer and Lemeshow’s Goodness of 
Fit Test 
 
Chi-Square 3.568 
Significance 0.894 
Table of Classification  
Total Percentage 89.100 
       Source: Processed Data. 
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regression model in this study has good accuracy 
for predicting financial distress in Foreign Ex-
change Banking Firms period 2009-2012. 
 
Results of Logistic Regression 
The result of logistic regression is shown in Table 3. 
From Table 3, it shows the result as follow:   
 
Non-Performing Loan (NPL) 
Variable of Non-Performing Loan (NPL) has a coef-
ficient value of -0.265 and a significance value of 
0.188. So it can be said NPL variable does not signifi-
cantly affect the condition of financial distress in 
Foreign Exchange Banking Firms due to the signific-
ance value of 0.188 > 0.05. Thus, it can be concluded 
that the first research hypothesis (H1), which as-
sumes that NPL variable can be used to predict fi-
nancial distress, cannot be accepted (rejected). 
Non Performing Loan (NPL) is a condition in 
which there have been credit problems such as bad 
loans, substandard loans, and doubtful loans. De-
scriptive data show that the average NPL of Banks 
that are not experiencing financial distress is 3.1780, 
higher than the average NPL of Banks that are ex-
periencing financial distress, which is 2.3727. This 
indicates that credit problems would even occur in 
firms that are not predicted to experience financial 
distress. This implies that the NPL ratio is not an 
appropriate predictor for the banks experiencing 
financial distress. 
 
Loan to Deposit Ratio (LDR) 
Variable of Loan to Deposit Ratio (LDR) has a coeffi-
cient value of 0.014 and a significance value of 0.724. 
So it can be said that LDR variable does not signifi-
cantly affect the condition of financial distress at For-
eign Exchange Banking Firms, due to the significance 
value of 0.724 > 0.05. Thus, it can be concluded that 
the second research hypothesis (H2) which assumes 
that LDR variable can be used to predict financial 
distress, cannot be accepted (rejected). 
Loan to Deposit Ratio (LDR) is to measure the 
extent to which the bank's ability to repay the 
withdrawal of funds by depositors by relying on 
loans as its source of liquidity. Descriptive data 
show that the average LDR of banks that are not 
experiencing financial distress is 77.27, lower than 
the average NPL of banks that are experiencing 
financial distress, 82.22. This indicates that the abili-
ty of banks, which are not experiencing the condi-
tion of financial distress, to repay the withdrawal of 
funds by depositors is higher than of those, which 
are experiencing the condition of financial distress. 
Although the LDR of the banks, which are not ex-
periencing the condition of financial distress, is 
higher than of those, which are experiencing the 
condition of financial distress, statistically, the LDR 
affects not significantly the banks, which are expe-
riencing the condition of financial distress. This 
implies that the ratio of LDR is not an appropriate 
predictor for the banks experiencing the condition 
of financial distress. 
 
Good Corporate Governance (GCG) 
Variable of Good Corporate Governance (GCG) has a 
coefficient value of -0.289 and a significance value of 
0.748. So it can be said that GCG variable does not 
significantly affect the condition of financial distress 
in Foreign Exchange Banking Firms, due to the signi-
ficance value of 0.748 > 0.05. Thus, it can be concluded 
that the third research hypothesis (H3), which as-
sumes that GCG variables can be used to predict fi-
nancial distress, cannot be accepted (rejected). 
Good Corporate Governance (GCG) was made 
to prevent the occurrence of major errors in the 
company's strategy and to ensure that if an error 
occurs, it can be corrected immediately. The descrip-
tive data show that the average index of GCG of the 
banks, which are not experiencing financial distress, 
is 1.6831, lower than the average index of GCG of the 
banks, which are experiencing financial distress, 
1.9113. This indicates that the GCG of the banks, 
which are experiencing financial distress, is higher 
than those, which are not experiencing financial dis-
tress. This also indicates that the GCG of the banks, 
which are experiencing financial distress, is higher 
Table 3 
Results of Model Fit Test 
Variable Coefficient (B) Wald Sig. Exp (B) 
Constant 10.300 6.480 0.112 29732.728 
NPL -0.265 1.736 0.188 0.768 
LDR 0.014 0.125 0.724 1.014 
GCG -0.289 0.103 0.748 0.749 
ROA -2.247 6.124 0.013* 0.106 
NIM -2.089 7.452 0.006* 0.124 
CAR 0.068 1.491 0.222 1.070 
Source: Processed Data. 
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than those, which are not experiencing financial dis-
tress. This implies that the ratio of GCG index is an 
appropriate predictor for the banks experiencing the 
condition of financial distress. 
 
Return on Asset (ROA) 
Variable of Return on Assets (ROA) has a coeffi-
cient value of -2.247 and a significance value of 
0.013. So it can be said that ROA variable signifi-
cantly affects the condition of financial distress in 
Foreign Exchange Banking Firms, due to the signi-
ficance value of 0.013 < 0.05. Thus, it can be con-
cluded that the fourth research hypothesis (H4) 
which assumes that ROA variable can be used to 
predict financial distress is accepted. 
Return on Assets (ROA) is a ratio used to meas-
ure the ability of the bank's management to make a 
profit (profit before tax) as a whole. The greater the 
Return on Assets (ROA) of a bank, the greater the 
level of the bank's profits achieved, and the better 
the bank's position in terms of the use of the assets. 
The descriptive data show that the average ROA of 
the banks which are not experiencing financial dis-
tress is 1.9361, higher than the average ROA of the 
banks which are experiencing financial distress, 
0.9280. This indicates that the bank's ability to gener-
ate profits in the banks, which are not experiencing 
the condition of financial distress, is higher than 
those which are experiencing the condition of finan-
cial distress. This implies that the ratio of ROA is an 
appropriate predictor for the banks, which are expe-
riencing the condition of financial distress. 
 
Net Interest Margin (NIM) 
Variable of Net Interest Margin (NIM) has a coeffi-
cient value of -2.089 and a significance value of 
0.006. So it can be said that NIM variable signifi-
cantly affects the condition of financial distress in 
Foreign Exchange Banking Firms, due to the signi-
ficance value of 0.006 < 0.05. And thus it can be 
concluded that the fifth research hypothesis (H5) 
which assumes that NIM variable can be used to 
predict financial distress is accepted. 
Net Interest Margin (NIM) is a ratio used to 
measure the bank's ability to generate net interest 
income from productive assets. The greater the ratio 
of Net Interest Margin (NIM), the more increased the 
interest income on productive assets managed by the 
bank. The descriptive data show that the average 
NIM of the banks, which are not experiencing finan-
cial distress, is 5.4341, higher than the average NIM 
of the banks, which are experiencing financial dis-
tress, 4.1520. This indicates that the bank's ability to 
generate net interest income on productive assets in 
the banks, which are not experiencing the condition 
of financial distress, is higher than those, which are 
experiencing the condition of financial distress. This 
implies that the ratio of NIM is an appropriate pre-
dictor for the banks, which are experiencing the 
condition of financial distress. 
 
Capital Adequacy Ratio (CAR) 
Variable of Capital Adequacy Ratio (CAR) has a 
coefficient value of 0.068 and a significance value of 
0.222. So it can be said that CAR variable does not 
significantly affect the financial distress in the For-
eign Exchange Banking Firms, due to the signific-
ance value of 0.222 > 0.05. Thus, it can be concluded 
that the sixth research hypothesis (H6) which as-
sumes that the CAR variable can be used to predict 
financial distress cannot be accepted (rejected). 
Capital Adequacy Ratio (CAR) is a ratio that 
shows the extent to which the entire assets of the 
bank that contain risks (credit, investments, securi-
ties, bills on other banks) are also financed from its 
own capital, such as public funds, loans, and others 
. The descriptive data show that the average CAR 
of the banks, which are not experiencing financial 
distress, is 16.2369, lower than the average CAR of 
banks, which are experiencing financial distress, 
20.9000. This indicates that the risky assets in the 
banks, which are not experiencing financial dis-
tress, are lower than those, which are experiencing 
financial distress. Although the CAR of the banks, 
which are not experiencing financial distress, is 
lower than that of the banks, which are experienc-
ing financial distress, statistically, CAR affects not 
significantly the determination of financial distress 
condition in banking sector. This implies that the 
ratio of CAR is not an appropriate predictor for 
banks, which are experiencing financial distress. 
 
5. CONCLUSION, IMPLICATION, SUGGES-
TION, AND LIMITATIONS 
Based on the results of data analysis, it can be con-
cluded that 1) NPL cannot be used to predict finan-
cial distress in Foreign Exchange Banking Firms 
because NPL does not significantly affect the condi-
tion of financial distress; 2) LDR cannot be used to 
predict financial distress in Foreign Exchange Bank-
ing Firms because LDR does not significantly affect 
the condition of financial distress; 3) GCG cannot 
be used to predict financial distress in Foreign Ex-
change Banking Firms because GCG does not sig-
nificantly affect the condition of financial distress; 
4) ROA can be used to predict financial distress in 
Foreign Exchange Banking Firms because ROE sig-
nificantly affects the condition of financial distress; 
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5) NIM can be used to predict financial distress in 
Foreign Exchange Banking Firms because NIM 
significantly affects the condition of financial dis-
tress; 6) CAR cannot be used to predict financial 
distress in Foreign Exchange Banking Firms be-
cause CAR does not significantly affect the condi-
tion of financial distress. 
This study has several limitations, among oth-
ers are 1) In conducting data tabulation for the fi-
nancial ratios of NPL, LDR, ROA, NIM, and CAR, 
the researcher chose to calculate the financial ratios 
by himself, so for the final results of these financial 
ratios will be different from the final results of the 
annual report published by the banking firms con-
cerned; 2) Risk Analysis, Good Corporate Gover-
nance, Earnings, and Capital were not all used in 
this study, especially for Risk. Where actually there 
are 8 risks, but only 2 risks which are used in this 
study, i.e. Credit Risk and Liquidity Risk, because 
both of them can be measured quantitatively. 
Suggestions for researchers who wish to con-
tinue this study are the researchers could further 
expand the samples and add more independent 
variables to predict financial distress, especially 
risk variable. 
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